International 
Marketing Information 
Series 


| 


of 


Foreign Economic Trends 
and Their Implications 
for the United States 


March 1977 
Frequency: Semiannual 
Supersedes: 77-002 


Prepared By 
American Embassy 
Stockholm 


at OF went op 
Fd *n, 
é * 
° a. - 
4% $ 
* < 
"Paras *e f 
oa * " 


“res 0 


Prepaied by the U.S. Foreign Service, 
U.S. Department of State, and released by the 


U.S. Department of Commerce 


Domestic and International Business Administration 
Bureau of International Commerce 





Summary 


The export-led recovery which Swedish planners had counted on 
in 1976 was delayed by slower economic recovery abroad than 

was anticipated. The Government will continue its full employ- 
ment policy in 1977, however, in anticipation of an upswing in 
foreign demand later in the year. As in the last three years, 
rising current accounts deficits will be financed by borrowing 
abroad, with the difference that this year the Government it- 
self has entered the market and has already arranged a $1 billion 
loan. The Government will also attempt to dampen the growth of 
consumer demand by increasing a-variety of indirect taxes and 
has attempted to persuade labor unions to accept greatly re- 
strained wage increases. 


Considerable concern is being expressed that recent losses in 
Swedish shares of OECD markets reflect more than just cyclical 
proclivities of Swedish exports. Labor costs play an important 
role, but it also appears that the recent economic downturn may 
have highlighted structural problems which have been developing 

for several years. Government policy is to allow economic forces 
to dictate the necessary changes, but those impersonal forces can 
easily conflict with more important goals, such as full employment. 


The U.S. can expect to see increasing numbers of Swedish borrowers 
in New York and other financial markets in 1977. We may also see 
a gradual increase in direct investment between the two nations. 
Few changes in basic trading relationships appear to be in the 
immediate offing, although the EC/EFTA trading agreement may 

bring some longer term changes. U.S. exports of investment goods 
will probably not do as well in Sweden as they would during a 
strong economic upturn. Prospects for consumer goods are favor- 
able, however, and industrial machinery which can boost pro- 
ductivity should also have a good year. 


(Readers please note: Conversion of Swedish data into dollar 
values when exchange rates are fluctuating can yield apparently 
anomalous results. Example:dollar figures show real GDP declined 
between 1976 and 1975, although the rate of growth in krona was 
actually one percent.) 





KEY ECONOMIC INDICATORS: SWEDEN 


All values in millions U.S. dollars. 
Indices etc. represent period 
averages, unless otherwise indicated 


A B % 
1975 1976 Change’ Forecast , 
Exchange Rate: U.S. $1.00 = Skr 4.15) Skr 4.35 A/B 1977/76= 


INCOME , PRODUCTION , EMPLOYMENT 
GDP at Current Prices 69, 334 74,207 +12.2 = 
Per Capita GDP, Current Prices, in $ 8 4a7 9,010 +11.8 _ 
GDP Components : 
Private Consumption (1968 Prices) 22,607 22,279 a _ ‘ 
Public Consumption ( " a 9,337 9,175 3.0 ~5—-3.4% 
Gross Investment e? - ¥ 9,100 8534 r.0 3.6-3.4% 
Inventory Formation 1,05/ 567 ~ (=1. 4) 37 
GDP at Constant 1968 Prices H2,107 40,592 1.0 1.7-1.0% 
Disposable Income (Current Prices) 40,013 43,205 13.3 10.1—11.2% 
Retail Sales Index (1970=100) 163 179 9.2 ~ 
Industrial Production Index (1968=100) 130 128 1.5 1.0% 
Avg. Labor Productivity Index (1972=100) 110. 112.5 5 = 
Avg. Industrial Wage Index (1947=100) 1,110 1, 305 16.7 - 
Labor Force (in thousands) T 062 7,080 0.4 4,098 
Avge. Unemployment Rate (percentage ) 1.6 1.6 ~ 2.0% 


MONEY AND PRICES 

Money Supply (M,) year end 41,137 47 391 + 5.5 - 
Central Bank Discount Rate, year end 6.0 8.0 - - 
Yield on Industrial Bonds, end of period 8.77 9.79(Nov) - ~ 
Wholesale Price Index (1949=100) 324 352 + 8.6 ~ 
Consumer Price Index (1949=100) 307 382 +10.1 7.0-9.0% 


BALANCE OF PAYMENTS AND TRADE 
Exports, FOB 17 5352 18 , 440 +11.4 
U.S. Share 902 B46 - 1.7 ~ 
Imports, CIF 17,031 19, 310 413.5 21, 300 
U.S. Share 1,100 1,200 +145 ~ 
Balance of Trade -482 026 - 637 
Balance on Current Account -1,610 —2,301 ~ —2,040 
Balance on Capital Account 1,770 400 - ~ 
Residual 1, 3160 1,130 - - 
Gold & Foreign Exch. Reserves, year end 3,273 2,511 -19.6 - 


20,600 


Main imports from U.S. Jan.-Nov. 1976: Machinery, appliances, and telecommunications 
equipment, 447.5; Chemicals, pharmaceuticals, and plastic materials, 127.1; Foods and 
beverages, 93.4; Instruments and optical goods, 94.4; Motor vehicles and other means 
of conveyance, 55.0; Coal and coke, 43.3; Metallic ores and metal scrap, 20.0. 


Sources: Finance Ministry, Central Bank of Sweden, Central Bureau of Statistics, and 
Economic Research Institute. Footnotes: 1/ Calculated, where applicable, om basis of 
amounts in kronor. 2/ From Government's Jan. forecast; payments data converted at ~ 
U.S. $1.00 = Skr 4.3. 3/ Change in inventory as % of 1976 GDP. 





Background. Sweden managed, through judicious counter-cyclical 
policy, to avoid the high unemployment which plagued most other 
industrial nations in 1974-76. Swedish prosperity has reached 

the point that per capita GDP is now among the highest in the 
non-oil producing world (at current exchange rates). Unfortu- 
nately, however, an export-led recovery which should have boosted 
economic activity in 1976 did not develop, as markets abroad grew 
Slower than expected. Industrial production in 1976 was down by 
one percent over the year and was thus four percent below 1974. 
Buoyant domestic demand, maintained by full employment policies, 
brought the total cumulative deficit on current account to 

Skr 20.9 billion for 1974-76. Incoming industrial orders, which 
had shown strength in the middle quarters of 1976, slowed signifi- 
cantly in the fourth quarter, and general pessimism rose in response. 


Prospects for 1977. Although expectations are certainly dampened, 
the Swedish economy will not be in serious trouble in 1977. Real 
GDP should rise by one percent, and could even grow by two percent. 
The key to growth is performance of exports which account for 30 
percent of GDP by volume. The key determinant for exports is 
foreign demand, especially as it develops in the all-important in- 
dustrial markets. The bulk of Sweden's exports do best in periods 
of boom when spending on investment is rising rapidly. The most 
propitious moment thus usually arrives late during the upswing of 
the world business cycle. According to the Government, Swedish 
exports lost 17 percent of their share of the OECD market by volume 
during the last two years. Swedes are becoming more and more con- 
cerned that the decline in market shares is due to a serious 
deterioration of Sweden's ability to compete internationally. 
Prices of industrial exports have risen by 16 to 20 percent more 
than world export prices during the last two years. During that 
period, total labor costs rose by over 40 percent. According to the 
Swedish Employers' Federation (SAF), absolute labor costs in Sweden 
are now 20 percent more than in the U.S. and 30 percent above the 
FRG. On the whole, however, it is too easy to blame wage rates 

for export price inflation. For example, while industrial wages 
were rising by 32 percent over the two-year period, payroll taxes 
and a variety of other social costs accounted for a good share of 
the increase in total costs. High employment, simultaneously with 
low output, must by definition yield low productivity. In addition, 
whereas some 46 percent of the work force were paid piece rates in 
1966, only 18 percent were paid on this basis in 1976, adding 
another upward push to costs, and reducing productivity. High 
rates of absenteeism under liberal sick leave provisions have 

added as much as 20 percent to labor costs for some firms. In 
contrast, hours lost to strikes in Sweden are among the lowest 

in the world. 


Changing trading relationships have also played a role in export 
Sales. After 1960, as the common EC tariff came into effect, 
Sweden's share of the West German market declined from around 
eight to three percent in 1973. Sweden's current trading arrange- 
ment with the EC will result in a zero tariff barrier against most 
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Swedish goods (except specialty steel and wood, paper, and pulp) 
as of July of this year, so further changes in existing relation- 
ships could be for the better. 


On the whole, the outlook does not appear as bad as some prophets 
maintain. In December, Swedish export prices were up by only six 
percent, as compared with December 1975. We tend to believe 

Sweden's exports will grow by about the seven percent increase 

in volume forecast by the Government, and that prospects will 

depend more on developments abroad than on domestic wage developments. 


Private Consumption will provide a strong stimulus to total demand 
in 1977. The Economic Research Institute (KI) forecasts real 
growth of 3.5 percent, based on the expectation that disposable 
income will rise by ten percent. A downward revision of marginal 
personal income tax rates will boost after-tax income by some 

Skr 5.6 billion, and transfers and public welfare payments will 
rise by almost 17 percent in FY 1977/78. The Government will 
attempt to curb private spending by raising indirect taxes, which 
will take about Skr 2.5 billion away from consumers. The goal is 
to hold real growth in this sector to no more than 2.5 percent. 
The Government's forecasts of savings as a percent of disposable 
income have been wrong by an average of two percentage points in 
the 1970s, probably because Swedes are willing to revise savings 
Plans in order to spend at their accustomed pace. We would expect 
that consumers will continue this practice in 1977 and that the 
real growth rate of private consumption will be three percent or 
even higher. 


The Government expects real gross investment to rise by 3.6 per- 
cent in 1977 over 1976, versus a 1.7 percent decline in 1976. 

This forecast could easily prove overly optimistic. Unless ex- 
port order books begin to fill fairly rapidly, it is doubtful 

that industrial investment (47 percent of private, non-residential 
investment) will rise by the two percent forecast. Poor export 
performance would greatly outweigh government stimulation--such 

as the 25 percent subsidy for machinery investment. High borrowing 
costs, and the fact that many firms must borrow abroad, will have 

a negative effect. We also have doubts about the likelihood that 
local government investment will grow at the forecast rate of 8.8 
percent in volume. Revenues will grow by a hearty 17 billion kronor, 
as central government collections from 1975 are distributed, but 
past performance of local investment has been countercyclical. 

If the forecasts for the remainder of the private sector, both 
business and residential, are accurate, and the total forecasts 

for the two sectors in question are off by no more than the 

average forecasting error during the 1970s, the net result would 

be an overall real growth rate of total gross investment of under 
one percent. This would still be an improvement over the Research 
Institute's forecast in December which predicted a decline of 4 percent. 


Inventory accumulation, long a very volatile component of the 
Swedish GDP accounts, has been extensively subsidized over the 
past two years as a major component of countercyclical policy. 





Instead of declining precipitously, stocks have reached the 
maximum imposed by physical constraints in many sectors. During 
1977 the drawdown of these stocks will have a negative effect on 
GDP of around Skr 200 million, according to the Government. This 
result is to be achieved by continuing the subsidy to the tune of 
eight percent of costs for those wo do not cut back on employment 
and who keep stocks over 50 percent of the level achieved by 
January 1. Actually, the negative effect could be as high as 

Skr 1.5 billion and still be well within the margin of past fore- 
casting error. Developments here are also crucial for export per- 
formance, because price cutting could well reduce total export 
earnings. Firms will probably hold off any sizable reduction in 
stocks until the subsidy expires on July 1, but developments after 
that time could easily approach the more pessimistic guess given 
above. 


International Accounts. Modest expectations for exports and con- 
tinued strong domestic consumer demand for imports will mean a 

trade deficit of Skr 3 billion or more in 1977. The deficit in 
January alone was Skr 1.1 billion. Deficits on tourism, transfers, 
and services will continue to grow, and earnings from shipping 
continue to stagnate. The overall current account balance could 
actually be in deficit by Skr 12.5 to 13 billion, versus the fore- 
cast of Skr 11.3 billion. As in 1975 and 1976, the deficit will 

be financed by borrowing abroad, but this year the Government itself 
has stepped into the picture and has borrowed $1 billion in the 
Eurocurrency market. It will probably seek $300 to 400 million 
more on the Eurobond market or in the U.S. Sweden remained a net 
creditor internationally until the end of 1976, according to un- 
official figures, and is still considered by both European and 
American financial experts to be a prime borrower. Including 
amortization of past loans, the net capital account surplus will 
need to be at least Skr 16 billion, according to the Government's 
expectations. 


Employment, Wages and Inflation. The Government expects jobs 
offered in the private sector to decline by some 50,000 in 1977. 


Meanwhile, some 35,000 jobs will be created in the public sector 
and around 18,000 new workers will enter the labor force. The 

net result would still be an unemployment rate of under two per- 
cent, in line with Swedish standards, but incredible compared to 
other industrialized countries. (If those workers on relief work, 
public retraining, etc., were counted the rate would be around 
four percent.) A wave of pessimism brought announcements of in- 
tended layoffs in the fall to some 27 percent above the same 
period in 1975, but this tide appears to have been stemmed. The 
Government has raised the subsidy for workers in training from 9 
to 25 kronor per hour ($5.90). Announcements may in any event 
have been hedges due to the legal need to give six months notice, 
and in anticipation of the end of the inventory subsidy. Employer 
pessimism may also be affected by current collective bargaining. 
The Employers’ Federation has offered a one percent increase for 
1977 as a whole, which would mean an increase in total labor costs 
of around 8 percent (including wage drift, payroll taxes, fringe 
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benefits, etc.). This is exactly in line with the Government's 
target forecast. The union counter (5.8 percent wages) would 

mean a total labor cost increase of over 11 percent. It is clear 

to all that the scope for wage increases is not large, but deter- 
Mination of that scope is difficult. If an increase of 8.5 per- 
cent in total labor cost is achieved, the Government expects the 
rate of increase in the Consumer Price Index to be around 8 percent. 
The higher rate would add one percentage point, according to the 
Government, but other observers believe the overall increase in 

the CPI may reach ten percent over 1976. 


Economic Policy. The new non-Social Democrat Government is as 

fully committed to full employment as its predecessor. The budget 
proposed on January 10 would yield the largest budget deficit in 
Swedish history, and for 1977 would result in a net impact on total 
demand equal to 2.5 percent of GDP. Simultaneously, as discussed 
above, the Government hopes to dampen consumer spending and strongly 
advocates restraint in wage negotiations. Direct employment policy 
includes the private sector training subsidy mentioned above, relief 
work, training programs, energy conservation subsidies, and direct 
subsidies for ailing industries. A recently announced program would 
provide Skr 120 million to the textile industry and Skr 230 million 
to steel. 


Although members of the Government have on one or two occasions 
admitted the possibility that the value added tax might be raised 
to further dampen spending if wages go up too fast, there is as 
yet no indication that such action is contemplated. A good many 


exporters and bankers have also suggested the current account deficit 
and poor export prospects will make a devaluation necessary. The 
Government, and many economists, believe higher prices of imported 
components, especially in the crucial engineering sector, would 
offset the benefits of devaluation, even with marginal propensity 
to import as high as 50 percent among private consumers. Cer- 
tainly, no such action would be effective if it preceded a wage 
settlement. Monetary policy in Sweden is now almost wholly devoted 
to achieving external balance. By maintaining credit ceilings in 
the domestic market, the Central Bank has successfully forced firms 
to look abroad for sources of finance. This policy has also re- 
inforced efforts to dampen consumption by limiting consumer credit. 
Mandatory ceilings will be replaced by voluntary limits as of 

April 1, but the result will be no less meaningful. 


After 1977. None of the above should be taken to imply that the 
Swedish economy does not face serious problems; adjustments will 
be necessary. As in most mature industrial economies with high 
wage costs, labor intensive items such as shoes and textiles can 
be produced domestically only behind a high protective tariff 
barrier. In addition, longer term problems in sectors in which 
Sweden has been a quality if not price leader have been accentuated 
and highlighted by weak foreign demand. Losses in the Swedish 
shipbuilding industry, which has competed against low labor costs 
and government subsidies abroad by using ultra-modern production 
techniques, totalled almost 600 million kronor in June of 1976. 





An extensive financial reconstruction will be necessary in the 
state-owned steelworks, NJA, which lost over Skr 890 million last 
year. The solid Gradnges firm reported losses of almost Skr 300 
million in 1976, the first in recent history, and a variety of 
specialty steel producers are facing serious problems. Steel 
producers must close down unprofitable lines, concentrate and 
consolidate production and install more efficient plants if they 
are to be competitive. 


The Government has announced its intention to allow the economic 
process to weed out inefficient economic units. How far or fast 

it can move, how efficient incentives can be, and how much it can 
allow economic forces to operate in the face of commitments to 

full employment are crucial questions. Other questions are raised 

by increasing rates of absenteeism and declining productivity; and 

it remains to be seen whether the trade unions, close to Social 
Democratic governments since 1932, will be willing to maintain a 
"social contract" under which strikes have cost fewer man-hours 

per employee than any other industrial economy during the recent past. 


In 1977 and onwards Sweden will probably find increasing need to 
review its participation in the European currency snake. On the 
one hand, tying the Swedish kronor to the Deutsche mark means that 
the relatively high rate of increase in Sweden's unit labor costs 
(35 percent more than in Germany in 1975 and '76) are not offset 
by currency adjustments. The October 1976 realignment of snake 
currencies devalued the krona by only three percent vis-a-vis the 
mark. At the same time, the strength of the mark tends to pull 
the krona along toward appreciation against currencies outside the 
snake. In the last two years the trade-weighted revaluation of 
the krona against all other currencies was around seven percent. 


An alteration in Swedish consumption patterns also appears un- 
avoidable. The reai growth of private consumption averaged 3.6 
percent in the 1960's and that of public consumption 5.5 percent. 
In the 1970-75 period the rates were 2.1 and 3.3 percent, 
respectively. The KI estimates that growth rates through the re- 
mainder of the 70's will be 2.4 percent in both sectors. The 
willingness to settle for slower growth in real consumption, and 
an implied slower growth of real income, will be necessary if 
Sweden is to reverse unfavorable cost trends and take advantage 
of the strengthened economic activity which Government planners 
expect to see abroad in mid-1977 and 1978. 


Implications for the U.S.. According to our analysis, U.S. exports 
of consumer durables and non-durables should continue to do well 


in 1977. Exports of capital goods and components will not do so 
well. Swedish firms will continue to look for ways to offset high 
labor costs by increasing productivity. Thus exports of data pro- 
cessing equipment, construction and materials handling equipment, 
highly automated metalworking equipment (such as industrial robots), 
engineering and process control instruments and business equipment 
(especially microfilm and office computer input/output devices) 
should do well. Aviation/avionics equipment, engines and other 
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mechanical power equipment, building supplies and health care 
equipment are examples of products which have been doing in- 
creasingly well in Sweden but which may not see sales grow in 
1977. Another factor in this situation is that many U.S. firms 
produce consumer goods for the Swedish market in their European 
subsidiaries rather than in the U.S. Thus, although U.S. autos 
may be highly competitive here, the number of imports does not 
seem to increase dramatically. As the U.S. economy gets back on 
the upward path, it is likely that Swedish exports to the U.S. 
(seven percent of Sweden's total exports) will do better, but 
dampened prospects for Volvo sales will probably keep the current 
U.S. bilateral trade surplus at about the 1976 level of $250 million. 


Restricted availability of credit and high interest rates here 
should result in more and more Swedish offerings in the U.S. 
financial market. It is possible that, in addition to the private 
and municipal borrowers who have already sought capital in the U.S., 
the central government may decide to follow the same path. The 

next three years should also see an increase in direct private in- 
vestment between our two nations. Swedes will be seeking to pro- 
duce in or nearer their U.S. markets and to reduce their labor costs. 
At the same time, the Swedes are now more amenable to private 
direct investment from abroad than they have been for some time. 
Some investors who may have hesitated because of proposals to 

share business ownership with trade unions (the Meidner Plan) may 
reconsider now that the plan appears dead for the time being. Co- 
determination, meanwhile, appears to be proceeding with a minimum 
of disruption. Potential investors in Sweden may also be en- 
couraged as the final stage of the EC/EFTA agreement on duty-free 
trade on industrial goods is reached on July 1 of this year. U.S. 
exporters to the Common Market may find Swedish exports more com- 
petitive, as a result. 


Although the effect is only marginal in an absolute sense, U.S. 
quotas on specialty steel imports will continue to have an 
important and troublesome psychological effect on‘our bilateral 
relationships. 


Available by subscription from the Superintendent of Documents, GPO, Washington, D.C. 20402. Annual subscription, $37.50. Foreign mailing, $9.40 
additional. Single copies, 50 cents, available from Publications Sales Branch, Room 1617, U.S. Department of Commerce, Washington, D.C. 20230. 





LOOKING FOR A GOOD 


2 
researcn 
tool 


INDEX TO FOREIGN MARKET REPORTS 
can be such a tool. Published by the U.S. 
Department of Commerce, it lists a wide 
variety of documents containing a wealth of 
information for the overseas marketer. The 
Index catalogs spot news and timely surveys 
of industrial, commodity, commerical, and 
economic conditions in more than 100 
countries. 

Included is all in-depth market research 
performed by Commerce's Bureau of Inter- 
national Commerce (BIC) required for the 
target industry program or in support of the 
Department's participation in international 
promotional events. 

About 100 reports sent to Washington by 


U.S. Foreign Service Officers are received 
and indexed each month. 


Annual subscription for 12 issues of the 
FMR Index is $10. Subscribers to the Index 
will be charged between $2 and $10 for 
documents depending on their length. 


For additional information 
or to subscribe, write 


National Technical Information Service 
Box 1553, Springfield, Virginia 22161 


BIC’s Export Information Division 
Room 1063, U.S. Department of 
Commerce, Washington, D.C. 20230. 
Telephone 202-377-2504. 
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MARKET SHARE REPORTS can help fill your export information 
gap. These easy-to-read reports will help you pinpoint new sales 
prospects in a wide range of markets. You'll use them extensively to 
identify overall foreign trade trends in manufactured goods and to 
compare your own performance in world markets with that of other 
traders. 


MARKET SHARE REPORTS gives detailed commodity and 
country breakdowns and easy-to-reference comparative trade 
figures for the U.S. and other major suppliers. And the five-year 
spread of data on trade in nearly 900 commodities gives a precise 
picture of changing levels of import demand and shifts in the relative 
competitive positions of exporting countries. 


MARKET SHARE REPORTS for 1971-1975 are offered in two 
series— 


88 Country Reports—each covering a leading importing nation. 
$4.75 each. 

879 Commodity Reports—with data on exports from the U.S. 
and 13 other major exporting countries. $3.50 each. 








